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Overview
This paper summarizes the views of superannuation fund executives on the superannuation system and its regulation, as collected during twenty 1 interviews conducted over the six months to May 2014. It provides insights into the opinions held by a sample of key decision makers. The interviews were undertaken as part of CIFR Project SUP002, which examines the structure and effectiveness of default superannuation funds. While the chief focus during the interviews was the design of MySuper default funds, opinions were also sought on the superannuation system as well as its regulation. This is an interim output that relays comments on the superannuation industry in general: findings specifically related to MySuper will be reported in a separate, more detailed paper.
The key messages that emerge from this paper are summarized below:
• Issues of alignment -Most interviewees considered the superannuation system to be operating well. Nevertheless, there were certain areas of concern. In particular, the tendency of both the industry and regulators to focus on peer comparisons and short-term performance was mentioned frequently. Some interviewees expressed the view that member choice and disclosure focused around historic performance contributed to these tendencies. Worries over product-pushing and rent-seeking were also expressed.
• Retirement phase needs more attention -There were a number of comments that the retirement phase required more focus by both the industry and within the regulatory scheme. There were some calls for the rules to accommodate integration between accumulation and pension products.
• Regulatory change is a source of angst -A large majority of the interviewees expressed frustration with regulatory change and uncertainty.
• Reporting and disclosure regime could be improved -The manner in which funds are required to report their objectives and outcomes drew some criticism. Issues raised included the MySuper dashboard, the tendency to focus on historic returns, the standard risk measure, the possibility of having to report all portfolio holdings, and fee disclosure.
• Warnings over focusing primarily on cost rather than net return -Some interviewees pointed out that focusing on fees and costs can have adverse consequences for members, as cheaper may not always be better.
• Prudential standards attracted mixed feelings -While the majority of interviewees saw value in the new prudential standards, a number expressed misgivings over certain elements of how they are being implemented.
• Fund scale seen as a complex issue -We received a wide range of views on what was an appropriate level of fund scale, sufficient to confirm that this is by no means a straightforward issue around which consensus does not seem to exist.
• APRA garners some respect -Interviewees were given an opportunity to discuss the performance of the regulator. The majority who took up the option made constructive comments, indicating that the angst over regulatory change is not being substantially attributed to the regulator. This paper reports on comments made during interviews that covered a wide array of topics in limited time, and were primarily focused on the design of MySuper products. Most comments reported here arose from an offer provided to interviewees to volunteer their thoughts about the superannuation industry and its regulation. For the most part the response provided was accepted, rather than seeking feedback on specific items. The main exception is that commentary was specifically invited on fund scale and the regulator (where time permitted). Some views also arose during discussion of MySuper. This paper should not be read as a comprehensive account of the views held by the industry at large. Rather, it should be received as a collection of comments from a sample of individuals, each of whom is qualified to offer an opinion by virtue of their positions as key decision makers. The quotes appearing within a cluster arise from different interviews. The number of quotes appearing in each cluster provides a broad indication of the breadth of feedback received on a topic, unless otherwise indicated. This paper is arranged as follows. Section 2 relays comments on the superannuation industry in general. Section 3 reports on the views on the regulatory system. Section 4 discusses fund scale. Section 5 covers responses on the regulator. Section 6 concludes.
Comments on the Superannuation Industry
This section relays comments made by interviewees on the superannuation industry in general. Our impression is that most interviewees considered the superannuation system to be operating well overall, but with room for improvement on certain aspects. We focus below on three issues that were raised by a significant number of our interviewees: alignment with members; calls for greater attention on the retirement phase; and caution over focusing too heavily on fees and costs. Some related views on member choice as well as reporting and disclosure are discussed in Section 3.
(i) Alignment with Members
While some interviewees lauded the superannuation system, others expressed concern that the industry was not fully aligned with member needs in certain respects. This range of views is reflected in the first cluster of quotes, which are roughly ordered from positive to skeptical. They include some doubts over integrity and trust. These mainly emanated from non-for-profit funds, and were often directed at the incentives faced by for-profit providers. However this was not exclusively the case. There also emerged a deeper sense that industry players tend to compete on product or brand, which increases system costs and runs the risk of losing sight of member needs. The second facet is peer group pressure. This is seen as contributing to the focus on short-term returns, encouraging herding behavior, and diverting attention from member needs. The last quote raises the concept that the regulator may be contributing to this pressure; a notion that surfaces again when discussing the reporting and disclosure requirements in Section 3(v). Encouragingly, signs emerged of a refocusing of objectives within the industry. For instance, many of the interviewees who adopted a lifecycle approach in MySuper explicitly designed their products around income adequacy in retirement; meanwhile welcoming the possibility that lifecycle funds might receive some alleviation from performance ranking and peer comparisons (for a period, at least). Further, many of the discussions around member needs revealed a broad awareness that the ultimate goal was to provide for retirement, including among those retaining a "balanced" fund approach. Objectives and alignment with members will be covered in-depth within the detailed paper covering MySuper.
(ii) Retirement Phase Needs More Attention by the Industry
The notion that the industry may have been primarily focused on wealth generation aligns with the concept that industry attention has been directed towards the accumulation phase as assets in the system were being built up. A number of interviewees mentioned a need to shift focus towards the retirement phase. The quotes below refer to the industry at large. Related views on how retirement is being addressed in the regulatory scheme are reported in Section 3(iii). The above comments touch on issues that were identified in a recent CIFR report on the MySuper landscape. 3 The report observes that retail providers not only decreased fees in their default products in response to MySuper, but that this was accompanied by changes to product design including reduced use of active management and alternative assets (as well as switching to lifecycle strategies). The report concludes that whether members are better off remains an open issue, and depends on views held on contestable issues such as the efficacy of active versus passive management and the desirability of using alternative assets in portfolios. The comments of our interviewees combine with the observations of the CIFR report to amount to a call for the debate over fees to be placed in a broader context.
"The system is still very focused on the accumulation stage rather than the de-accumulation stage of superannuation. I think we're running far behind in what happens

Views on the Regulatory System
This section summarizes comments we received on superannuation regulation in general. Views on fund scale and the primary regulator (APRA) are covered separately in Section 4 and Section 5 respectively. Although regulation of MySuper will be detailed in a separate paper, a sense for some of the main messages is conveyed below, particularly in Section 3(i).
(i) Burden of Regulatory Change
Many interviewees expressed exasperation over the burden of regulatory change, including the degree to which the rules have been in a state of flux. Most seemed to accept the necessity of regulation, if not welcome the role it plays in helping to ensure system integrity. The main concern was over too much happening all at once, coupled with high uncertainty over the rules. Both are seen as inhibiting the capacity to address member needs and run a business. 
s a lot of additional reporting requirements and obligations on trustees around investment governance framework, documentation and all of that -stress testing … additional pressure on superannuation trustees to do a lot more reporting to the regulator … that is an administrative burden. Will it actually provide the outcomes that the regulator is looking for? I'm not sure." "… [some of] the Standards … are clearly drafted by people who have never run money in their lives. … SPS 530 … lists about 17 different risk factors of which … probably eight of them just shouldn't even be there. … they're just not crafted well. Their view on liquidity risk is odd …" (iii) Integration of the Retirement Phase
Section 2(ii) reported a general view that the industry needed to focus more on the retirement phase. In addition, we received comments that a major shortcoming of the MySuper regulation was that it only covered the accumulation phase. Some interviewees called for the regulations to accommodate integration between the accumulation and retirement phase, including the capacity to move default members into a pension product: Various changes to the reporting and disclosure requirements have been introduced over recent years as part of the Stronger Super reforms. Elements which attracted adverse comments from our interviewees included the MySuper dashboard, the tendency to focus on historic performance, and portfolio holdings disclosure. Most were complaints about the need to report items that were not seen as benefitting members, often at considerable cost.
"the biggest frustration we have is that we have a post-retirement system which doesn't encourage people to take a retirement income. … Right now it's quite difficult for members to move into the post-retirement
An overarching message is that placing emphasis on performance only serves to perpetuate peerfocused behavior and short-termism, which distracts from the real goal of building towards an adequate income in retirement. In other words, reporting and disclosure regulations are seen as reinforcing the www.cifr.edu.au 9 misalignments of objectives discussed in Section 2(i). The MySuper dashboard 4 received particular attention for requiring the 'wrong' information to be provided to members. The main point of contention seems to be that the dashboard directs attention toward returns, supported by the standard risk measure which reports the expected frequency of negative return years (out of 20). The general sense was that many interviewees wanted to see more focus on progression towards retirement goals; a notion that will be explored in more depth in the forthcoming detailed report on MySuper. The sentiments conveyed in the following quotes were expressed by quite a few of our interviewees: Some interviewees complained about the possibility of having to provide in-depth disclosure of portfolio holdings data. The quotes below reveal a questioning of the cost versus benefit from the perspective of member benefit or prudential oversight. 5 The detail of the regulatory requirement is currently under review. Some interesting comments on fee and cost disclosures were made by two interviewees. The underlying notion was that while costs may be incurred on behalf of members in many different ways in earning a return, whether these costs get reported as fees can depend on the form they take. The implication is that disclosed fees may not only be misleading; but the manner in which they are reported can encourage dysfunctional behavior and might be open to gaming. These comments build upon observations made in the CIFR report on the MySuper landscape (op. cit.) that fee comparability still leaves a lot to be desired -although that report was specifically referring to inconsistencies in the treatment of performance fees and taxation. While no particular solution is being endorsed here, we do contend that fee disclosure is an area worthy of further attention.
The comments by one of the interviewees on fee disclosure contained two main elements. First, because net returns after fees are what matter to members, the manner in which fees are reported should not act as a barrier to selecting an appropriate investment vehicle. Second, fee disclosure would be more informative and less distortive if reported in three components: the amount collected by the fund provider as an 'agent', and the respective amounts remitted to related parties and external parties (usually investment managers 
Fund Scale
Interviewees were specifically asked about fund scale. The background is that there exists a new legal requirement for trustees to make an annual assessment of scale with respect to their MySuper products. In addition, APRA has intimated that it may seek justification where insufficient scale might contribute to long-term underperformance. This focus on scale has been considered somewhat controversial in certain quarters, making it an issue worthy of investigation. .
Interviewees expressed a wide and rich range of opinions on the relevance of fund scale (which did not always reflect the size of the interviewee's organization). At one extreme is the view that scale is critical, with the implication that those funds below scale should not exist and will inevitably merge: 
